
:'X:".:': _:: _

. . Departmental suEf e~oenses ue ;=ropot'uona.iJY .laded to bJllllnes based ~=Ol'l

,~Ct ana alloc3ted e~penses,

• [ndlrect expenses (pnmmly aanunmfauve services. corporate services.
heaaquanm occupancy. a=oununl ~rauor1S. ina COSt of CapIW) are allocated [0

work pmfileslbilJ liAes as aucusscc1 previously.

Conduit billinl'QCCurs w_ ASt proc&nS aad plys for rrweri&I &ndIor setYtces gn bebalf of in
affiliated AmenteChc~y. such as IIT. Ittbl tocal project cost II SlO.OOQ or greater (for all
compama) or III Indiviciua! corDJ*Iy'S COIl iJ ~.OOO at 1ft*8f. a ProJlCl Summary and
Funclinl AumonzauOft (PSFA) form (aad projlct code) is r8quirld:Zt• 1'bote projects not
meeunl the 55.OOOISI0.ooo limit do DOt require wntI8D approval or I project code; however. the
ASI projecr mIDIPI' sub••.-eIY... IKWiW c:oacurntIIl:e tor eM biIIiq aDd a:councinl
Informaaoa from me pIftidJ*iaI coaspaa.115 A PSFA form is a1Io nIqUiNd if projeas do
not faD imD ODe of me faIIowiDI ~iII:

•
•
•
•

$-.a__,.. specill prajla pUd for by ASL..-1IIPtiab1e 11) ia budpl
T..... c..... 1ftIDIIld IIId pIicl for by ASL for 1.11 'Iiwa of~""'h.On-.....111• .,.-,. far '" All .... COllI .. pnnMd to men....
..all.PIll fI..c:.- _ .....bilk CD ""!Iew
0dIIr .r.lta • ~••',1111'''' fer by All lid ..,lie'" ID _ or more
aMU••

Conduie him", is to be...Gal ri- PI"__• for....projecU
'that lap iDID • --,.r). ".._two lftIII ftlc NIl,. - ... AOCs ad to DOD-

'~ JlllJi•• - fNa,... pII_,......- Ja en. '. NJinlID AOO.. a.""...~ fonD(~) III." til. "'....,. laulin. Hoc Cot•• by Purc!we
Orders form (APtOoOO2). 1'1111 AIlII,I.,.,.r,..f",.,...dl",_....... IIIII8i'lI1.
and/or services is aiIo ._'1111.... ,..., . hl_...... AOC aid "wi.. iDformIUoa
(camplDycobebilld. • ."'.It .IIElipi.fllel.'.I.IIJ~wi ......)iD
advuca froID die AOC piliI 0 II .. i' I till _'11 .,.. III~ 10 be bi11ec1 to
nvooriDlftAOO., IIr ftl _ .._bIeD
c*erminecL die IDac"Gf_ N:1C1111.., dAmIriI8d1
aUocllioa fIe.[)II. fa AOC aMI .....,•• ae eM"II ,. is DOC
requiM.~t7

Proc:umaar C )biQ" (far IIoct aadIor ~SIGCkmaaeria!I) cx=n weekly via a
sepame Ware-'- .,....

BeUco.. bi11m1 is similar 10 caedIIit billiac ill dill ie is ... a flow bQUn, process.
SWUnl in 1992. accauMD, c'.si'aari_ for atft1iated a.IICti fraIIl ..... 10 ASI for
A.0Cs went moclif' ill bItiIIiIlV·9. ". AOC·reIIIed UlIBIi_ .. DOW
included in ASrs bud ia bodlesplllll ..,..... K eau. 0IIIy a smaU
ponion of tOtal BeJJccn aIIltiMa II'IDIIaiofts (for U'liJUDI of ASI empIoy_) was inclucied In
Asrs leneralledpr u eqase iC8111S (Accoum 631C>-3100).111

. .
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Exhibic rv·9
ASI Accownilll (or &eJlcore Transactions
Ac.

1110.1000
1110.2OOD
5410.1100
5410.1_
5410.1_
~1001"
54lo-UOO

o.&ri,•••
AOC·,.. ~
AOC III'IftIICUOftI (1.llcore UlCft,ucaJ If&lnln, oftl~)

a....
IadiIMMiIdU,.
Ohio
Wi.l. F

Durift,I991. bow.... ""U-1IIDIICrioas fraIIlleDccn (BCR) co ASI reprdiq AOO' work
were pas_ cIirIcdy cbI'ouP AS1's biIiIIIpI-" I'IlCGfdId oaIy ill ASl's hel'nee sheel
(Accaum 1220-1000). ~ ill 1992. ... II 21C1iaa1 for niaia. 01 ASI eaqNoyees we. also
rICOtdId u a,l ott~ (.WI_ 6310.3100). "'10~_V-~ for a daailect
ditnmiaD oIlelln.'s dIj-nn2M"ia.1IlId ulllci.nd bin;. n.ASI amua. biWq.
prOC8lS is i11usawd iIllJrNlllllV-/tJ.2It

-
A summvy ilPaial is pu,I." ia II" r-: 3 011 is provided via a
mapetic CcalDlid"'d QwlkiftlS,.. (<:lAC) rape for reponjDI aftlliare
U'UlSICIiODS aDd iDa'facial widllITs COIIIp _ sysaIS.Z»

TboIe iDdividulls pIItFn· • PIll 61 up...._ AOC .",1"'122. c:eanIiIId (DOC
couolidaled) • ASI b Fl........ we. lip• ..., ,.,..wert tar till AOC orpeizMiofts.
Those iDdividulis PllfOl '. PIll • lip.'"_ .. ? d.............COIIIpIIIy.
but hive d1c1iald be I" . "'110 ia 1...30ia'" 1913.- w-. AS! prajIcC
coda 1l'l1IIi..... ilia JICC ....' IN' _ ('I.,'m. 11 1'.II or ) is dIIannmec1.
Bued upaa fuaclil_ ., II '," ••11' I III S • _ fJI j (IILC) IIId job
fuDaioa c:odaI (JIIlC) mi .., All pa li•• .,.Ij.a coda ."iallian. liT
assips PIll 3% _1_ 1' - a.ay_.-i- codes
widls~,...1J .)__ liaIIIrbiD....., -~
stlDlSbaI......, II? '11I..dIU, drs IOIIT.m The
cost illac.d••* ia..far.,.,... roe ~ COICS an
listed mUJrMIIV-ll.ZII

"c
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Ex.bibic rv·ll
.\fethodololies (or Se,aracioa Serwwa Reculated and NODrquWed Casu

Cost Pools .4,,..,......_ C_ DIIhliCioa
Re'l,Il~Jcd DltICtly AlII"'" Dvecay Aul,"lble
Scwel~ 0....,~ Dnaay ",S·I,lWal.

Snu.t.._~ o.-w Alii 11 U...,o..~l.
Shared.Net'WiiI t' . I t r_ c:.. la&.wUJ A.anlNcable

•. .::. (ACCOUMI 2%XX. iD:lc. 2Cxx. 62XX. 63xx. 6'xx.
,.~ 6!XIQ.....

(..~1~13) •

-q, .c· J ::'=';i~ ':-'1"
._;.;1 .' ..•. .:'" -,.". -------1'bI COSI pools •...uy 11'1 de!DIct by eubIr fllaaioaal K' a.MiOI cadls.1DI!ySIS of projects.

or bactLUS •.

Perl..RIM L.......~

- ..:1 -.
Tbis -=tioII:...WIII •••,""• .,.....'11'1" '" dIr CODIUItIa( to
eYliuall ofAll?::..-_villi", I • lIT pndi=""'" of
etwl.. or.....__~~ hrplnM•••I<mM).QlI.dilaMicraIotl.......... J ~.·nl -..lfllli.,·.. C' i"r.a...md
alloc:arioD....All. 11M..... hi ..., All cIIlIqII_1Il aIIocIrioa
(Klan so cbal die ft8Il iIf."-'" I CIa .l1li1_ • dIIlBT__ level.

1'1Ie N...... fIl All 0 ..

All ASIt.z, SII._&Ie .1 ' ? • by .,a ,1"_...(RC) _ pI zwt to

projc..biJ1 _ .. ,tI. AJflIJ II ., 1192. OKbASI
revised ill" I* tilsirn pIV~ to ....of_ &w AOCs. Priar to 1992.
ASI sum... ~.......E.II.lriII......... TIIa Ilms' ..,.,..c to
use me corDi' stM ofbllliMl-a wort pIOftIa for.. I'" ..11ft for
funtler evuUlliclia ... nrld. til"11110 lIT. III dIIll of ASI's
accowuinl 51__ to ella ct.lIa ... ill J.-y 1992. ...,. weft

cruwl Ulanl 1991 wort ca.aorYl'woIt proJUIIllDd 1992 WOIt pI'OfJIaIbiI1 liM dIlL

SiIIUDa pnm*_,_ca cIrDoIniaIrGr" ofw work
pro(aJes. EadI wart ,....c-. of _ ..... bill __bill_lumber
eannot be used far malci1*~ JX:OfUIL The bill 1_en b Ir plowidII idnIIIioa
ic1cnufyinl the juriscticUon(s) for wtUdl me work is beiftl pafOl'lDld. For eUftlltla. billltnes. "'"
.. -

- . ._. .. ... --- -
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.
begln:Hng \O',llh tne alpha chancter" A" are charged to multIple AOeS uSing the TOEITPrs
ge~e:"a.i alloc~tor:"Btll hnes beglnrung Wlt11 U'1e aJpna cnancter' L" are for Illinols-reia1eC won.:
J.liC :ore ::':J!2ed 100' to illinolS. Finally. e~h bdlllne C~ only nave one specific funcuon/field
reporun2 code (FCit='RC) under wh.icn the work IS being performed. Because FCnes are the
basIS fo; rBT asSl'ftln, FCC Pan 32 Account C1Wl(aclUOn numbers (AlCs). expenses
USOC:lated with each bill line cannot be split Into more man one Pan 31 AlC.":~

Finally. ASI PrePares and traDSnUcs monthly professiaul sctVices bills to liT anci the other
Amenteeh tftnua. These bills are summarized by lIT (0 Pan 32 AlC. liT that uses the Pan
32 AlC to further derenluDe FCC Put 6' replatacl versus aon-rquWeci COles. and FCC Pan 36
Interswelinuaswe separauoas.

_,,-"cory Impact Model o.a;pdoa

The twO primary fuzlcUoas ofJUM ..:

•

•

TO'••~Nplh. i."1 I '.,......ioul.w:acbarpclby
ASl co lIT "";nder of dII~ iliac..paocess

To -*1 fa'" die ap I "cIlIrI.I••..u. die C*I allacalioa·
mecbcldolopll. 10 imp¥' ofar:a "11I_ c:bIIJI ca be dIIIrmiDId II ..
DJioojs~'"

Tbe COIISUIIIDI =." ......lic \1••_ ofASl's....,..
protUet1til1 U. (CATS 11 Ino 11'1111). TIll CATS 11 pI'O\'iMI-a ASI
eXpealeiafomwi t , ••• tIIll nd AOf:. 11IICATS
1110 repan idIaIifles lIT ., I ilk ."1 pc.'illl._ JICIIIIO _1.11)' co ......
Pan 32 NO. ~.bill' CATS 11. iIIloI d... n o"bll elwaOJliCIIIJ. till
cOasWlIDl WII "...... _ .........,......AII., I II (......a lift..

i!1volwd) aDd bow.--.... I "I _ 11I1 d• lit. TIll I I n'"_"'Iy iIru1ldilMei
and aaalyzed ASIuaI_..IIJ'ld. __...... daa 'ab"_i"l pra'"
discussed in me T.......... r ia dill ch,•.

Similarly. it is ..,... • liS' dill c'IIII' rsilr.- .Ica de. pIG C11.1. RIM
does n« IIId CGIIIIII_""'" 5 '1111' .,flllITl II II wi. priDl ,. Par .
the c:onsultllll" _ 7 .11' ....pile_ Pan 6I111d PIll 36 • C_Ii. pRI CII ....

· Pra... .......dII ftIIII wauicl baw .................of model
••Iip. I Ii-.

• Due 10 CliM?' .'ili......._.... . "'I 1Ii_•• Ii..",.....
wna1isUc __ ofca".A.11DOdIl "'Ii..- wauklbaw bleD .,

As pan of the model clew'.,•••,..-. &be c...-. ...,.. ilia i,.etofPIn" IDd 36
ruJa OIl ASI cIIIrps IIId U,lill I d tbtir illfl'H If_ a&:1'OU

tbe 12-maadl .. period (UliaIIBT Mia.). die COlI IO dial Part 64 and
36 (con used resulced is C........doIeIy mardIId c:IIIrpI UfllilDCId.=

2.7
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Initial Treatment of ASI Test Period Da~

7~e or':gtnal 1991 data consisted of over :.000 expense rec:orc1s provlC2ed by montn. by ......orK
program. and by btU hne. The consultant summanud tile ciewled expense records [0 obwn
sUb-category and bill line tOWs for the 1991 pottlon of the test penoc1. nus resulted In a flnal
array or over 600 expense records.

The onlln~ 1992 cWa iacluGed over 14.000 ICIIW ••paIe tICOIds provided by monch. by WorK
profile. aDd by bi111ine. Tbe coasWCIAl summanz8d me detalled ••pate recon1s to obwn
profile aDd bill liDe toWs for tblI 1992 poruaa of die UISl pen_ nus _wild in a final uray of
over 1.000 upease records.

ParI " Detel"lllilla'"

Once PIll 32 AIC aumDm ... NIded RIM d....... die vwsus......pJated

poniou UDder FCC PM M. Far dII - ,.nad.1UM '· lIrepl.'d poniODS acconbl to
acaaaI 1991 and rftIl II. II 1992 pIf~.II" far ada of.. ,.32 AICL n.~ users CaD

o~enide die par=.1'" i*oWlld ." IUM ia............r ..,.. or to NOICl
porenaal chan..iIl_"""" paniaaI otdlall All.,._dIM !law billa cbarpd tc lIT.. .

.Part • S".rltl'.

Oace repiII8d pallia-. 01_..... _ it 11M f I 7' a-nara·versus·iJurIaIe"'"__FCC,.36. ParI991 IUM PIll 36
iJI....ponioIIiI._af" I ...-a 199 1 trt 1192,.. " .. far-=bofdle
majar PIn 32 NO. , ,..••01...... •.._ .n' 2 • "" .

iuI8nIaIa ponioe from till , I JII1X.' 7 1-. n. fa OWfticM the
iftcemare pIfCI..... ...,.:1•• '" ... ia il" ...,.or to reftecl
poreIItiaI daID.. ill eM~I • pallia-. of IITs PCC 11'111 7 da,...

s.... lFIc••• 1.'*2__' u. ...Ss._•.,.,

RlMthta~dII ...P'ss l • ..... fII..AII,.........icescblrles
up to die i_a. i ' .'111181 11111 lid' ..... It.of. utFial·· impact
ofawort~U..""a".II""1 IS8I_.SS,,7Idy,illimplClon
IBTsraIIIL

rlllllblr'..tC.d• .,..,_. ".
Tbe foUowinl 3d ali.. laY Wisp IDd caDCluIiaIIi' _aciu t .....t...S·WS~
S.WS-woos, or SeWS..... :.II.'d is die v.....e-A,r." EFlMI·1UItI DnelDpIMr.,
secUOD ofdIis~.

rv.F41 III' _.pMIf,.. • ,.. ill.... 7 ' , '1 p'",7 57 rd Kft1aJI'"
W'" ,.,.,m~.-y'Dpm _ pi Mi-cmqrp" dnyso.

1'bc hicrarctIy delilll'" by~~ldIoIden'&11_'" far _ipial COStS whIa work IS

beinl performed for more thul one stockholder specifa:UI

•
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AS set fOrth In ExhlbH A of the sroc)d1oJders a~reemenr rThzs reference IS 10 :..-::

TOStr-PtS genera! allocator I

Based on such srockl!older s uSi~e of such war).:
,) . Based upon a c11re:1 charge tor such ....·or..

ThJs order rehes heaVily upon unanzibulable cost apportionment Via a genera! aJloc:uor. rather
than direct or Indirect aanbuuon or cosu usln, cOS( causative dnver'S. AJthouln some of .~srs

.. direct1y wl,ned" COIU are baled upoa direcl clwps to a wort profdelbilllinelFO,ect
comDmation. exleftSive use of me TOfIl?lS ..... a.IJocaIor oc:c:un. In fact. the TOEIT'PIS
allocator is me ODJy U1oc:IrGr used for diNae~: DO COIl ClU"live aUoc:aton are usee for
al10caunl ASI waps. beftefilS. employee-iacumIcI ......... aM oaaide veneof expenses......hen
multiple AOCs are involved. AJdlaup ,.-rally ..u-dlfiMd lad caasistalWY a,pliec1. the
direct billinl lAd allocation melbodoloplS are DQl fomdert UJIOD wtw are pnera11y cons1clerecl
reasonable and fair fllCUXS ad bUlL

IAcIuded in UJtiIIit lV·lzat _ d111992 wei",-~-=aIIcIrllinD fIaon bald upoIl

various compay pIftici coadtiaaIioaLDI "...ofdie TOIITPIS .IMI'Il.a1locllOr
fawn illinois..,.' 11M.........All.......,. ..".. 1992 faaon
are dIIri_hill a t' ,1.~ofT_ Opa '1Iap..lI ..T-a .... ia SaoYice for me
period ofJuly. 1990.J-. 1991. Ja _ siD iill 1Am '." aIlocItiaa faaor -
for aa JIII-pat.1 AOCa is UIId. ia wtIicb dill ..,. of........ __ 30.03. ill 1992 _
ud30~ia 1991. TIII_i.ln d~allae..c..s..".edlDdrevised
unually.DI

A preliminll')' IUIytia ofCWO..ai, •• f.1I.-.rIE. Ii.- (.... be .illli OIIIy. and
resideDri" oaly) IDd••..,.- ia £1rJ'M /v·lJ .........MM" fill"'" be
dwJed a....pllUa".. ofASI_ if1IIId i.D'"of_ TaIfI'PfS ala : .

lV·Fn n."Pi. ,"Wee wi. III ••ri~

Bom positiw IIlld ae Ipli••"'"'' .... _ ..." All. 7,1., 3 ...... cilia
.adIend ftaaa rbI Anwa...NftIB.,I In. i II' I itelJ. 1111IIIupl.,_~,1fT.
rei..work""'" do pIIIi wtiII All I..I., y do
ucepU. a-,.,.' I If.. JII'CI' I) iI,rd•••, ~1111J CIa proYidI
accurare WDI 11,_" I iIIfem t cilia: be I .... dI' 1M upae die
dllipllCe of.__ ia II.1y .,.,...u.••cimIly'" For u ...... tbt one
discrepaDl:y ,....ID c:aaaol COlt tepiDI __ •~ .... fIiIIId toO"l ume
sheets (for exc'" a-1'IpOftiIII).m _

nme reponiD,. howe¥er. is .., ....". if ....opr" plGj•• c:odII (_ 10 work
protileslbiUliDes)_•• FarU..... bued ... CI a ••Icd y
inUtn'iews. much of die wart ICIivity pIlfOl'lDld 1& ASl __ to weft projeas
wtIidlan: deli.... to bIn.ftI alIlI¥e AOCs. It.. ill•• sd by _ of innnWna that
em,loyees perfOl'lllial ac:e,dolt a- IIpCIftiaI 0"- do ..-=-AOC...,.aflc prgjIct c:oc1es
to keep a miaimaJ DUmber ofmae projea coda for u. '..... Farex..... tboIe ASI
employees aaendinl the referenced iauerview were ftOl meaD, dIIir tiD tG • DJinois·spectfu:

19
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proJect code (related to tius srudy I. but to a ~e~lonaJly based (all five AOCs) proJect cod: ~-.~

2enenl ASI ptulosophy IS based upon a beher t:iat all AOes benefit. .~I beheves rhac ;f 4 .J::~

;;c!e::t occun~ dunng whJch an ASI empioyee performs a mn,1!ar actIVIty for 3 :lfferent AOe. .
:axes :ess effon.. Rather than traCkJng thcU' ume (md expenses) dunng the first project co a
partIcular AOC. then trylnc to compensate the rUSt AOC .. after-me-fact" when a second AOC
benerlt$ from those eltpet1ences lumec:i dunnI rU"St AOC pro,.:t. ASI emf'ioyees merely split
thelt ume among all five AOCs. It is ASI's belle! tbal "it a.ll evens OUt In the end." howlve:. :!'Us
rut!y c:annOt be proven.113

.....C mC
'-.eM • ,....,..... rtn .,.....T...-C r ,

'.MIV·IJ
1"2 W....... ~rttecIaAI...... ,acton

, .... ' ·2 ~ u 1 e.- ") d T..

s 30.03~ 10.," 2I~ 20.1" IO.n~ lOO.aa..

4 33.... 'I~ ,...,.. 22.- IOO.ca..
4 n.aa lua 35A3. 13A;" lOO.OR
4 41.'" IS" 21.1'. I'.'" ICJO.OIMt

• 33..... 31."" 22.6a 12JIa ICIILCIR

• ISAR ....2.. 21M• LS.Ja .~

3 43.4ft IS.61" ~.9J" I~

3 lUI.. ".13" :M•• ·~I'"

3 .,.".. )I.loa ILI1... - I....
3 31.2& ..... 2S.11.. ....
3 25.-. ....... 2S.11.. ....
3 43,.,. .,.,.. l5.SR ....
3 492ft D.la .,.-. I.......
3 ,.~ ..... a".. ....
3 49.23_ 1'''' n.-trt 1-""
3 21.- 51.. 21.sK 1-""

2 73.s7.. .... 1-""
2 27... 113ft 1....
2 SUI" 'I..... ....
2 65.3." .......
2 '1-,".« ..~ 10IU'"
2 )It..... 65.1'" ICID.CJ"

2 12.5•• 27..... I......

2 St.I.'" -..,. I......

2 50.•• ....... ..-.
2 13.... 2U." I....

&
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Exhibit rv·13
Alternative Allocation Facton

~~.

3C::D!' •

:s.a::a •
Z).a::a •
ISms •

lo.ccs •
s.aa .-

I

caa.
I

3IAS ~
3Q.CCIS ~

I

25.a::s •I
3UIa ~

15.CI:a 1.
10.aa 1

I
s.a:s ~o.

TOElT'PIS
EInJHo,,
AccIIsu..
Accas u.. CB...OIIrJ
Access u.. (R IIi 1 t 7 0Itr)

.. INIT Mft OIT WIlT
... 10.".. 21.21..... 10.73

"'I~""""'I""31... 11~.~••,.15. lOA"
J7." ,..,. 2•..,. 11."" 9....
31.11. 1~ 16.%3. 21.06411 11.01.

Erraot.. '

• • .ta:al I.,,.. ,
• 1'aJu~S

Because some excepUoa W. illpCN'dq is scil1 usecL. II1II saftIc:iIaI AOC-tpllCik peojct coda
do ncx eUll for bam poIiIiw lad acepcioa lime re,onial. fbi pra__• for K=Clnalarinc and
assapinc cost ....~ ....lild: tblrefore. tMlCIIIIl c:aI&I for..oell (a- lAd
espeases) pedOlll*l by ASI to lIT CMM' be speciracally _ ••• or qUlDlifild,. la faa.
i~ed time reponiq could rauIt ia ar-er at 1.... cblrps 10 lIT. IIIiIlll -.iJMlion
InaccUrKte5. ineffecu'Ye WBI iepOniDl nqauvcly Impacu a manapr's abiJiIy 10 manqe the

~I
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de~a.rtment as efficlentlv and effective!\, as t'o55loJe 7~Js. In [urn. could result rn rnefflc:e::~

:05tS betng InCUrred by -AS!. and these resultIng COStS oetng subsldlZed at lusr paruaJj~,. tl\

Illlr101S ratepayers. These comments do not l'le:eSSJt'uy su,gesr tnar mana,eme:H reporun2 aces
~Ot e:us[ wluun ASI depanmeftts. ramer they IndlC:~[e that muc:n of the InrOnNUOn could be
more useful when augmented by Informauon developed from Improved ume repo"tng.

{V·F6J The: f;... rex"., pf ASr, sO't "SUms'N. Mllmms'" and 'lIgs;'tJpD prgc"$C$

rhlt blY' twa wfQ01'IICt by ",,",",,,h" 1ft""" wtJm: "lCmJ,jludUAO a:$Ytt 10
In_yw "'dit {QljUa Ind 'gllAwa far ensunne sM Ippmp",rra' of thew
mmbpdglplJa pc she pmpcr tmplemcntNIQD At retlrcQ D'D"'dUfII,

Any imemal or~ rniews of ASrs COlt ."•••'...._,,-1, ad allocation
pracesses and c:ampliaDce wid! poIiciIs for die ,.... 1919-1992 WIn ,...... u pan of th1s
study: tine repons were provided by lIT aad m .., _ eae.kIDt.

'l'hc first was a 1919-1990.... silllof""'" reIidIiIiIy ofCATS+~
performed by ttII AmID _aieL 1111 JCGtII of_ review iach", a revie...
of$fSIeIDS MCUI'iIy.'. c .-. 111111 file.li_ midi fa die~ siDca die 1Ul
in... audit ......... 11IiI (I) "1111__I. iIIIpfcM _iOaaI
~ aDd ..1bn bUs' bid ca d. (2) stiD UIIdIr...,
to COftIICI~ dIII.....,.wa. die Tn c.-1IIa cltioa I. local
purctwinlu CI8II'II pad . Ie *faalAacai -'tlld..of CI' i II 1111 fS.... 1IIIf8ri&Is
muaapmea& soIIw.._f.-... wen 'CbIdu'" far die a.. of 1910..performed
in me fUll bIIf of 1990:.. i--a audk fuac:ciDIl .1.plIMd fa a follow ..audiI to
rftOIUcor teaiDJ. A"",Ill'" for 1919-1992 UIIlIL • foDow-up1lldit resWu
w-. pI'OYidM.1M How.....e.... co lIT nrz taIIow .......c.1tIns were
performed ill May IIIdJ_ of 1990.DI

The SICOIId repoft ..a IIIid 199% RJI,lillboll N'" .,1111 A III , e- Pr:a CS."I COSWlg
System (OPeS). n. ,..IIS elf ~l3In' s .s$ illlGml'ic' proYiclld by
OPCS mel die ....ole .S..l" w pilIP.... _oaecrols for
euuiDl1CCUtIC)' ..Ca, InslSSI ofcIMa pn1.1."c-.(. iaJ mid by ASI C*IIOtidlreet
cWa cemers ..cIIIrpd".~ via DPCS) ... appaUplil.. ".sir'" .1 resulIs of
this review il'lmild-m

• ., -a, AII..AOC. .._iIdrz :ill by
DIICI- NII$ ...,- "',i.PI~ cPT?" ita pill of me
b J 11......., .. a ,an.1~.. Ilea mnllld.

• Da~ "brei.. IMIbods lad pra c...._ i.d • - Aucoawed
c:aaaw did.__••~.qll...,War I ..~., fldial DPCS~only._Ii nmaw .... UpaD a random umpIiq ofcia is pedonDId. TbI soluuon
waalllDl:i,..el by early 1993.

Moaddy cia.,..COIIl'ICOftCilillioas ......,.... 10 icIIIIIify any pra,ect
WIda' or over billi.'p for adjustMent 1ft ftlKt bit'" e:,ck - Adjusu.-IS an beln~
done u IbIqlftl_level and not the proJlCtlevet: ca..forw. UII iAtemalluJllvr\
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bebeved that 4p}:lropr'11te COstS may not oe pro~rty allocated berween re,ul.ted J!:C
noii-7eiulaxed cost poots. Tius practlce Yo'as supposed to oe'ln based upon IntemJ.:
audit report Issuea.:J7

• Chanle contrOl procedures ate InconsiStent - Effecuve mid 1992. Uus probtem Yo'as
1'esolved.

•

•

Project adjUllmeIltS and cWa calif idle capacity COlIS may nOl be KCounted for In

accordance wuh Pan~ reqwnmencs - Dunq 1991 lad 1992. idle capacity costs
were billed to me AOCs buId 0Il1*CIIft. 0WMrSbiJ (331ftl. cbIIl allocated
becwea replated IlIA DOIl-rqulalld bIIeCl peIQIIHaII of rqu1aIIG and non-
rqu1II8CI "'......1Il".- TbI audiUIn belimld.1IId m. coaswW!t
.-.dill _.-ad...,.,DOl __...u. "'''ic'MbiJ' of tlp1a&ed aDd
noa-replarM cia~ COllI biu.t b1 ASL Tbay .-amINe" dial Idle
capIICIlY COllI be aI10cncI ............ Nptar.ed baled Oft me
rellliaMbip of rep1aIed IDd aaa-reaw-a AS! cia .,..... com to toeal ASI cWa
syams COIIS.DI

....~ tordll'"'-i'k1liaB of~l_dIIl_ biDed 10 AOCs is IIGl
dIIdy dI8DId

Tbe tbircI report.....ty 1990 ret... plfllilliDl to'" pn I E'ill"ordIr writiDI. padinc 
orden. aDd loop clOl1ft ponioa ofRMDS ia wtIida _ aapd_... aoced.Dt

The foUowiDI idl .,..,.Ie ot..... lII"Cilll....... .,.S-WSm«XXM. Sews
40005. or S-WS..cJ006 iDcludM ill 1bI V.. tINl C_.u..r..-·IUJI~ secUOD
ofthi.sc~.

To implemelll iraprDNd ca.r.II~. c••,"_IWZ." dill All s . III nat
establish a projecl_"'"flO wodriIII wdb 1baII ASI flp .PIe.WI sly paformiDl no
posiCiveW.iE,I··. n.".j._.........,.f..a plliliveume
ieponiqpnlllH ......,. I1tlli.IIAOC o,ni...;...., II _Ofposlu~e

time rePOnial- .. IJlJlIII d ~ASI'.P'I,••""" ..- ume
reponiq--.ldil I 1 • .,ol........... Ia.tld oriuseo(
AOC-specific praj_ codII waUllIIow AS! arqIIoylio 1D _ ,.dJ bow mey
spad tbeir timL By modif'JiIII bow • ....,.. dIIIp _lIT may ctla.ngc.
the amount of die charIe may. iIl_.... It wiD. __ ."o'ible by 1ST,
The COIDf*lY's cOlte'" IbII -it all~ out ill me ..r., .-all cannol be

prawn ualea tilDe reponiD& is implowd. n. Compaay will to wbe&her
"afIU-tbe-faa" adjusrmeau are needed 10 flirty campeDs. eadl ofebe AOCs.
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n'.RS5 Improvc audm ind reviews gf :or :1Ss1gnme!'l! Jlld accumylatlon me~hod9IQg!~( - ..
j;velgplOg a (oanal audu sihegYle \lonlCr ""1ore e'(te!'l$Ivc!\, focuses on affi1:J:e
:i'JI]sac:t!oos PCt',l,'uoA,SI Jl1d raT (Refer to FIndIng rv·F6.)

Based :.:pon the scnJuny frequcnuy placed on aifiIiace relauonstups and tr2nS~t1ons In the
regulated uuhry Industry. the AmlncecD Intema! auci1t (uncnon should develop a formal al.ldlt
schedule that regulariy ami rouunely focuses In uus aru. 'These reviews should not COnS1S!
solely of financial revIews. but should aJso Include mana'emeIll aDd operauons revle.....s of those
a.c:uvmes pcrformcC at IBT aad AS! i!lvOlVlft' atti1We reWioasftiI'S aad umsacuons.

SAMPLE mENTIFICAnON

Icleftdly ...... Sample lor IJIteruI C....

s- 'NS-4«JII7 .w.r.,.,.". ,.,.;au...Ie oruriaof...,., tIJ prrwiIM tWIInI1tC~s
U.".III' ''V for GCOP'IHW", MIl tUIi"..,~ tIIIII diner billift, tINi
al~'"~';uerr IJCIIIIIIly/ollowtL

The f'oUowiaI d'i Ira...,nil" folia 0...... ,.iIIIIi.-wal of_ objecUws.
popuIaIioa deft__ ."'ilioa oldie """, aiI_.. '.1 till. .. till deft10paDt of-
die audit sampIiq used) far '"'"" AS1's a-.a....

Tilt Ott., Pep.....DIfIBI....

By tesUnl me u..l ca.nIt Mlmaclja. dII ASt papIII__ ofbm.... lIT. die coasulwu
caD dewmiDed .....i-.aI ......,..aiII lid -1IIfI'GPriIIalY opIIIIiDa (u
trIIIIICCic. oaaar. _ III'. 11'" IIdIllllly biIIId). C.I nI • lurKy..YIIidity 01 da&a. If
iawulcoanU dnll' . ad •• IIIII•• '•••u'ld'.dllca.'......
addilioaal_ dill.. ,., '.. 10 be...is __• lid valid. c.....,. to me
eXIal dw u-mIi cia _ aile. IN _ fwda ... pla,Idy, dII-.ltaDt bas DO

addilioaal_ ill a] _.~ Ifc.8n11_ f..a•• fuac:doaiDl. a
smaller wpt HR,._be CB:IuM(. die,..'__ • a.....)..... CIfPl
tSDI. If=-all IN _ t dldal. a......we,. __•_-'ID caadude on

UlltarpC'....

To bepa &III? I' • "11111," _ of ASI lId .,..c into
cii.scrN PD, , t I. sry NpOft__I d ASI i1IformaIiOll
aDd cia .lrY.. /V-14'" die cypaof iIIlonIIMiOD _,l.d. tbI repon
dw~ die dill ....... of die ASI paputllje (bleed upoIl July.
1992 revalues) it '.111_:
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lib".... ClfIVIltf'nC.~

F..... "'taM"","" " ..~.f tAt "lTihaWli rnNaC'IIeN ellllllMU let! TftflJ__ C.......'

.......
CATS 1/60
RMDS
CATS 9::0

Exhibit IV·14
Type ot Billin. Information Sampled

q. .1...,....
.&K
41'
la

IOQIA

............
Prof..._ s.w:a
~.s-toe1y

8e11care

Because cOlU1uit billillp do not flow UIrouID ASt's inca_ stu..... (revenues _ e~penses).

they IN nor sJJowft aboft • a,....... of July ASI NWBUIL To iadicare coaduil billiDp'
rel;JJ':~ size. bowewr.tOCll July AS! coaduit biWAp as a percea. oftocal ASIreYellua
woWcl be 1.,•.-
Noe-aoc:t biWap..... nlli..... u pin of eM"'S 1'. DaD IIDCI mawial
i.....purDln"_ bIIIIIfelmT..., OIl a tlow-daoqll ·No ....;..... iDI:ludIId •
ill=-pin. dnup""All flO lIT.

".ASI imema1 caaaaIs 11 ... ...,... mol....... four ASI popullcioal (prof'essioaal
semces. stoet IIW8rials.. .Uccn.1IId ccaduil bi"iap).

Sampli,. UIIIt S ph SIll

The sampfiaa UIIit f c......is. i_CMIII ..dimly tta. die papa_OIl
beiDl teSIId. Tbe au 0118'.,"1. __,..... f oa_-.r1O caec". aD die
effeaivaess of iDI8ftIII~ is II c:.MI s~rIIiGD of me
confidence imIIV'Il C••riltelilliMm_ IU I; en) CD_ S _I *alof

toJerabJe ad el.... IIIW. 11l1li"'._ dlld. icu of
Certified Public: Aa;ae'" (AlCPA) ...,.' 10 dJlunis? -111••- size.
USUII a tolerable arar of I•••••,. 011 =_Ii, II ~VIIill"". it
was del.ermined cbIc • ...,. f1131 (a-acb p"p'elerjcw) alldd to be.-d willi oae or
fewer elTOrS rs.... 110 ca.kllI. dilli-.lcaanII_ ft... . .,.opIIty. ".sIiIbdY
more coasenlliw _ T (. c...... 110 adIIr... ,..,.........dIis.-o011..
expected errors ,.All , 'ill.. ro die ClNllpltlily ..sill ofd. popuiIliOll.
The samplinl ,.,. ia..II.' IId audit..useda. e"III'~ '*TT."
consulWlt wortiIIi ia _ '.....per...10 be far.. ,.aeular
popuJation. The CCIISUkaat " ASL bowewr. apealld I sIiPdY of enor.
When emns are ex.... a ' •• "'10 be ... 10 til.... ae a popu from
sample results. If•••iI__ ..-s is espealld by • ca..tant. r... need
to be tested to maD a COIICI1ISioD•• populllioG. &I d••rmi.... by usiaI AJCl'A iIll
tables. If a coasul'Cllll beUews • ,.._•• to be tnullit with error. sIbI wiD iucr.. die
tQUll1 sample size. ". pIftialIr emir~~'oyed is detami.aId by a CGllsuklat asiDl
judlJDelll. based on popullUOD..complexity. variability. lAd :....~v ocDer icem cne coasuitant
believ; may affect me popuillioa. SS

-
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If zero percent expeeted errors for ASr had been assume:. :ne ~lC?A samptLng t.oles WOU1C

~Jve determin"Cd a s4mple SIze of 30 Items. The 3i s.unple Items I except for conduit blllu:n
r:owever. were seiected randomly from each population. Due (0 tne smaJl popuiauon SIze ~(t."le
conQUlt otliings, 1% of the Items were seieewi rmaamly

Audit Samplinl Tedlnique Used

The wnpbnl memodoJOIY ,.nerally used (ezcqK forc:onduir biUinl' WIS-a dual·pul1'05e
mecnodololY called proOabilicy-proporuocW-to-SLZe <PPS) wnpbn., PPS sampiinllS a hybnci
approach beEween amibule IIId variable sampliDa. wb.id1 uses aantMt Sllllphal theory to
ezpress a c:onclusiaa ia do1Jar amouaa ,..tba as a ,.. of oc:curnaca.~1 DoUat amount
ezc:epciOllS were DOl caIn"wct II me COIICluIiaa of die iIanIIA coanls --s: radIer. tbe
c:onclusioas nrMd ...... bIIId upoe. ••M. of ...... - i-.lCODIIOls were
fUDCtiOlliq ......i 7 ly. PPS IiD•• bo....... lIiIIa VIIid 1DIdIadoIocY for
c:boaI..a....,. PPS is aJIo u.IId for c.a- far a doa.
exalpcioa __ ~ be caI_I••d • _ CODCIaIioa ofcbole PI'Cta"" U.. die same
IDIIDocIoIOl1 ill badl u.mIl c:oaaaII _ bIIpIlDIj_jn ...ccwigncy
-- To .,'II PPSu 'UI )-,..,.1__11IIoI.-
pop»'..cIoIIIr ridl.it..,... .11 PPS_~....a. n..
sa p...... llh.dbfl Jlld•• dIIIIr rn __.sIdp...-...L.
Pram die f'IDdoIIl stIfto iIIIIh1dIIII cIaIIIt 11IM Jan 01..iD rill ,..'"..1ddId ropcber
UIIIi1 _ skip i.-rwl isan 111.11 "...dill,... till ","Idw uaI 0¥Ir tbI skip
iDIerYal is dIeD seJec1lId. a umpIe...

Before COlI tenia a -=-_i i«.. c•.,iild cbI c.......s r.eaai
kDawtedpof _ ..ac.d__ASrs ~lIIdaccoe.tiD.

buJJeriM. T'be ctwkIiIr..ell' II t ..... c I 1._ II Flric 'Mift.--.. issua
specitlc 10 CtB'ICIiae I7PL n..i-."";&: • a n'"e". ... funMr bratID clow1l
as (ollows:

na....,.j ...,...........~
0uIIidI ':J.d.r., 11111
0..__ :.....
Ou, "cilia: I
c..fllrllli.
Ot. d"'l1
OlE I .1 W'>.
~••••H!k."'-.......,...
La..properry

This c:beckJiII wu UMd dura. ia caej willa .. a-I'IIlCCOUDliftl
iaIUvctioas u.s buD«-, co aiel die CGIIIII.... ia ...... ". w'7,gbp'UPPOWftI
c:Ioc1ImaIacioca WII ia ct'IIfIi...widl ASI poIicia..pta Cedi'" A.dIfitjmaUy. eM
c:onsulwat petformed a ,....bUity _ 011 die rype of item rev....
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.:.. sa.."':"l::Jte 0: Ji .....as sele:tec from e~ch of t.'e AS! populJtIons ,except c:ondult billingJ. a.s
ere\ IOUS!\ ::scnbec1..~ test month ,.as 2ene:;uec: at :"JJ1dom illd cnat montn (Julv. 19921 ...·as
,. - .
used for :ntemal contrOls tesun,. [t ....as detemuned waulh diSCUSSions ..... Ith va.nous ASI
m3lt31crs tnat IntemaJ conuols h.ad not chan,ed sl,JUficanuy dunnl the teSt penod (September
I. 1991 to .,",uJust 30. 1992). so - by teJuq one momas ill cieC&iJ - the COftSU1Wlt ...·u .ble to
actcmune whether cancrols were {uncuOtllnl properly. The tesunl differed shihtly between
\'3MOUS ASI populauon sclmelus as descrtbec:t below.

Selections WCN trUIde from me CATS 1160 repoft (profaaioa&l serrica) to tat &be d.isPOSlUon

o( ASI etanslCUOftS (iadudial MrYiasped~ far 00CIl srociiIoidus lad 1l0lll-srockholdcrs).
nOl just IBT·reJaIed lrIl"'COoas. IA tDis way. u.wuaas dial sbauJd !law~ IIT. but
did not. wexdd alIo baw a cblac:e of beiq _... 1biI differs !roe rarplllSliDI. where all
se!ectioas WCIW..II-. AIrs billinp co lIT......of. ASI biIl...,.uy Nt1Icu
a workpra(~...(I'"i is suppalild by..,u.-.o., Ia. few c:ua.liDes
ant funbu braUD"" OJ .., 0. i ~.. _ ..c:aaIINCtId to tal

oac pi8ce of supporciIII dacu_aclCioll f. ada IS "ill TIIIauP.-- of rlpaos. _Iaiv., IbIlroUld welt ........... II llbi-.........by...
Thecwsutwr pal ,...•• 'ah..oI"IIII.I_wirJ _1l'I1.laiaDdIIaiL .
PrwDdIIt_ pl ;&: ' •..,.1 • < ,... a·......
.-.-> _ ••,........ 1 I Awalkprotiw'biD _
w.c_isaof."la.,IIII'I' ....ql••• ( C 1 _aUlz"'viapMrl!
TOEITPIS aI1oc ,..mously dilc:ul••'" owrt I a*< "'...... cia.
admiDisIraIioa as _ 0 I:CUpu=yIclllrS 11 a70)... fII CI' i"e _1IIj..... Direct
expea_were bym......ppa 11 lid.. Owedl..*......"'fYiDI
die doU.. f1pre '0. lillI''''',.,. dill _a GIl ASI formu

'
·,

COSI of capiW was 11.- by _ All"". Some bW
lines bid DO Idjusc__ odIIIs lied api' .1'" 1.1:..fen. adjwIuDIIUS were
audited as _IBId -.:•.., ill die __II",ju.... 2

The c:onsulcaats re"•• of1". 'sl •• b Ii.fIr ,I."" --
revaled oaly~ '-"3117, 113 F3 " .. lid' 1& J11 , more
thaD ODe elisa.,UCJ. _Inrt .It17••of. I II............... 0_1•• aDd cost

ofapi~catall.... ... 'J*IIIJ ","in.... tip;: • ..U.

The AS1 bpls" Min"" DiIdI...S,.. <JtMDS) _II rial II1II hill ASt to cbc
AOCs. III palo..;' I dill...,. cbI coauIlaC U11111. ia • • I 'lSI 01J1 i.- from an
ASI RMDS repoIt; 1'lnutbdIiI ..... _ co eo..dIa UUIKUoa tbroulh
to shipmaat. but was ."'10 \Wtty die ilCllitK ofdw bf" ,..tnT(Iidwr liT or
aaotber AOC) ...._ rape AII_. wm-locaUou
throupout die~ .-.y. TIll~ ., of sbipment

(doc:umaced 011 .. sid" ).".... 10 be re_ ttl "....I~t
also spoke widl. JBT receives t.p~ lbip-- from AS1 OIl. daily
basis and is mpoasible,. NIOiWa. sbWiaI diIa...... "...,. ,.....,wa saasflCd
W1th me ac:CUrKY and timeliaas of ASl delh'enes: iacomcc or slIort sbiPflllD&l were descnbed
as infrequent occuneftCeS. ". coasull1Dt also revIewed stock ac:IiYity by maadl for the
pcev~ five yan. which rnaled dial there has beeft a steady u.:reue in lbe amount of
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:nventorv shl~ments to all of the AOes. ThIs lnc:re~e aooears reasonable due to "",S1's. . .
::::lr.tl~ued effa-rno centta.ilze the plJrc:1a.ltng me ·.. Jte~ouslng f:Jnc:ions. The Incre:se ::: :0:':.
sntomentS to IBT and for all the AOCs Increased at a steady and relatIvely conSlSCent rate QVe:
the last fi ve yean ( 1987 to 1991).

SeUcore InVoIces ASI wtucb. UI Nm. InvoIces (~iIft no addationaJ charpS) IBT Uld the other
...QU. The COftSUiWlt tested the ASI fiow-cbroup of BelJcorc cftarps by selectlng3i Items at
random (apm usln, PPS samPWlI) ud tied mae 11emS. Wilftoul exc:epuon. to ASl's supportIng
documenlauon (me Bellcore bill received by ...sO.

The conduit billin•• akboqb pan of a wort profile. is not a pan of the professional servIces
billiDl. but is bilJld"""y to IBT. No acepcioas were fOUDd.

Iclendfy T.....Sa-,ll

s-WSn4DOO1 ScItIct 41 ,.",16 or J.ria of,.",Iu 10 ,.. tMLflm.u lorqproprillM,..ss of
......_ ar.ta. _1IlIIIaJIiM........,;a.".,.u wcU AI.....,......".,·.,.1 .~

T"~"Pa."""'DIIIdII_

The obj....11"'115' 1 is upri••_ 01COlli. p ....t of cOSts.
aad aDoc.cioa 11 11' fl ASI professionJl
semc:.. cbI __ca"".lld ASlpllIlII T1 tIICiq. The
tvpt ";"1 uti __ period from s.p."r I. 1991 • Au.- 31. 1992. iAaad of a
teSlmoDdL

S·-,hl 011I& ...S. .11 SIll

Atolcableenw,.all-.•• , ••d..,.of2,••, 1c.. __valof9S,*.
deaIrmiDes a..... _ filS ". a .,...enw~iI"'u~" ' etrOr ~EC

used for the ua..I,D••II.II'" ".__ CllDlwvlli.,. to ...

complexitylldllAIIJd' 't _.II' ;1 lWtI.-rols
tesUDI. "..111 In iIL",'.1 i fIl50i The
samplinl lId 1......~..aI.i a-..CATS 11iO
t'eP'rt. odIIaalw _ •••_lIT serrIica bilL wbich iDd1IdeI c:bII.. fa lIT oaly.

. "

A.-I J' 1~1 ·p' U..

'T1II same audit .-.p'MI •• ) - ....iIity..".,........."... 1.'-used (or
imetnal caauall_i .-d for ta'IIl-isI 1111I-'" .,_ it in dewl :!'l

the imenut1 c.--. Ii-.. TIle~ chi." iuaII' in the
imemaI coanll_jel-aoa of dais ch•.". UIId f _i~

- . .. . ... .
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Revie'" S~tisticalho Selected Sample of Tr2nsactjons.-- ~ .

LSing me cost tesung checklist the c:onsultant Judlted the suppcron, documentation and
r:::oroln! of trmsac:uonso The c:onsuitant reviewed the suppotuftl doc:umeftWlOn for appro\°aJ.s.
Jppropnaue documenauon anac:heci. and proper account codes noted on the documentatlono It
snouid be noted that ASI does DOC ISlip Pan 3~ Keown codes; uwad ASI iSS1JftS function
coc1es set by IBT. SUId Oft &boll tuacaOll coda. Pan 32 accounciDl is detemuned once bllhng
IS received at IIT. Tbe l"IContiq of cbe U'lftUCUon was reviewed (or accuracy and
reasonableness In respect to nanue of transaCUon. KCOUnl c.ode. aDd amoum. Overall. the
consuJwu needed to de&ermiJII die followUlJ:

•
•
•

If direct eocpl._ camIboraId by suppaniIll doC'nneaclaoa
If overbadl a,ptiId rulOniMe 1D UDaUIIl
If taqib1e or iDCIDpble lUllS solcl (from ASt to IIT). if lIlY. taU place II cbe lower
of Del boat value or fair marac vaiue

Sued upxs ma. crirIri&. ella COlI"." dII8I'miMd die~ IDd tbe Supponml
doe"_lao.. ....... ri••,.. I.ia' a & "Sea __q UIId
duriIII ....10 dunn' .111II ....sr.I.lu. of till a i.'ud oftbt
3I'PfOprtlraa. of."" dIIrpIL Par__ pIII. mined
rIIbIr dIaD va"'" To dII01_"·.-11 ia..r diIIa
cbIrps ill eM wart far.11 ill '" _"mnwion
aDd coaaborIIiq__ ~ aF dIIrpIL ()Mt t· _ tor ".,...; ifDO

owrbads ."._. 1M _ .... IW'riew. die .11d C. 010911I11.# far'raMnablaas. If
aD ....was cnasfemIIi dII d._n· ad .....it ....... camcdy
trIIlSfemd or sold co lIT of_ book va. • fIir ma. vaIuL Sea illlllS
usually iDc:luded ""II- _ .. far wbidI a..Iw m .... $(;noi" limited
to a quick review of die 34'... dl " __I'"f ~~~_ia I wort
profl1e1bW li.. cDI ."... ovldl••ft .._ a (if.,). IfIft'Cll'lwere

ctiscO¥eftld dunaa a-.... 1 Ea m-..jwltT ia dI•••·""'10 pursue cbe error
and die estem of furdIIr ills.at ...

The raula ofdIIl.'_. _ a.. ., _La' T1 dill u.d d1150if-.
tesred. 1"becf2_t-n.... jE _ 4>",11$"- p,I.1.O'_"* .,plied
~Iy"'if ..,. '11._IOId.CIIIRCl'" n.dIiICIIE.I owrall
assessment u IE =..,. rdilrJ......,s'tI•••• fII till. by IIJIW"IriZiDI
the condusioas fir... cI"~c of die a r (a-ap EA owrbuds. aad
wet was. if";). II••• pu. of aay kiDd was'" IEi anat... die
exception wu a1Io DoIId _ 111II ..CIIlIrY .-c. .... w1dl a_a_Fd__ by _ CODSulwu.
a.s well u me ftID. tide. ........of ASI ,..,-....Iipld till c:aBI'Il.. ill
dewm.ilsiDl me IIIIUrIIId .D8C ofdie error. ". sa,....,., wcwt:n'l. WII cbIa UIId co
com,ile aceptioas aDd. if........ die aceptiOlllwera exaapoa..owr dII eaQre

populaboa.
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AckaawlecJg......ta

COnCen1S about potential cross-subsidies between the
telephone c~es and the nonregu1ated affiliates of ~e R~ional
Bell Operating Ccmcanies (RBCCs) praxpted the National Assoc~ation
of Regulatory UtilIty Ccmni.ssioners (NMUC) to pass a resolution on
November 13, 1991, to conduct audits of affiliated interests at all
the REOCs. Joint audit teams, carprised of staff fran the 'VClrious
state regulatory carmissions as well as the Federal Corrmlmications
Ccmnission (FCC), were to conduct these audits. ~t resolution
entrusted' the inplementation of these joint audits to the NARUC
Staff SUbcc:mnittee an Accounts.

'!he joint audit team that examined the affiliate
transactions at J\meritech services, Inc. (ASI) consisted of the
following nll!lubers:

Michael Wilson, Joint Audit Manager - FCC
Joe Buckley - Public Utilities eacmission of Ohio
Jim Gould - Public Utilities carmission of Ohio
Kevin Kl~il - Public ser.ri.ce carmission of Wisconsin
Anne Wiecki - Public service C'amrj ssion of Wisconsin

'!be initiation and coordination of this audit would not
have been possible without the efforts of numerous indivirina Js.
'nle audit team would like to recognize and~s its appreciation
to those individuals who helped make this aUdit a success.

we wish to thank Cheryl Parrino, Chai.l:man of the Public
8e%Vice carmission of Wiscccsin and a nwnber of the Ameritech
Regional Regulatory Ccmnittee (ARRe), without whose guidance and
perseverance this Joint audit would not have been possible. '!be
other TTII!!mbers of the ARRC whan we also acknowledge for their
support of this audit include the followin;: Chai.l:man Craig Glazer
and carmissioner Jolynn Bar%y Butler, Public utilities Ccmnission
of Ohio; carmissia.r Ric:bard Klein, Indiana utility Regulatory
ecmnissicn; Ccmnissiacer John 0'Damell, Michigan Public service
ecmnissicn; and 01ai.man Ellen craig, Illinois Ccmnerce carmission.
we also wish to thank 01ai.man Parrino and Chai.l:man Glazer for
allocating the resources that were essential in tlI!lking this audit
possible.

We also wish to thank the foll~ state ccmnission
staff directors who were inst%umental in allocatin1 their limited
resources to provide audit personnel for this joint audit:

David Hcdgden - Public Otilities eatmissicn of Ohio
Michael c.aar.-Ie - Public utilities carmissicn of Ohio
Scot CUllen - Public service carmissicn of Wisca1Sin
Nicholas Linden - Public service eatmission of Wisconsin
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We also extend special thanks to the Federal CC:mnunications
Commission for its support.

We express our gratitude to the attorneys frcm the state
ccmni.ssioriS- Who labored long and hard to prepare the respeetive
proteeti ve agreements with Ohio Bell Telephone Carpany and
Wisconsin Bell, Inc. We wish to offer a special tharik You to
Michael Vania, I.4gal counsel of the Telecarm.mications Division of
the Public service Ccmni.ssion of Wisconsin, for his tireless
efforts in finalizing the m::xiel language for these agreements and
~ Henkener of the Ohio Attorney General's Office for her input
:mto the process.

Finally, we wish to ~res. our thanks to staff of AS!
for their efforts in provid.i.ng' infoI'Ulltion and coordinating the
activities between the joint audit team and ASl.
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TRA~SAcnON T£Sn~G

\'alue Testiq

s· ~·S~O.o09 D~tu,,'u1t~ tiel p"etlv~d vaJ.1U oj IJw S~f'Ylces provuUd D." ASI ....·uh ~'"pN:.slS on
titt bt1ttjfu lJvu elUtom,n of f'tlll.i.t:Jud opcratums will rtetlVt.

In perfomunl independent value tesanl O( ASI work., each work profilelbi11 line that was
r3ndomJy scilClld (or cost latins WII also iDc!uded ill tbe audit's value tesWllwork. An
auciitor WII usiped &0 acb work proftIeIbW liM colllbiuUoL ill wbich reWed work
protUClbillliae KUVi_ ...........dnup a __ ofu-..ieM wicb ASIIDd IBT
pcrIODIICl lad a I'e'";ew of.pc.. to docu_ II a maas for me coasu1ta1lt to
assess the value 01....... PloYidld '" ASI EO lIT. The "a.wart ... daiped fO

was me perceiwd v-.of.va. pIOvidId by All to lIT~.....iII 08.. baetits that
IBT r2lepayers receive. Tbe c:oasulcam applied the foUowiAl tall &0 cadl work protiJelbilllinc
c:ombinauoD:

e

•

IIdill.riII ......-/lil fir = $ • la.., I)wi1--". .........caac1udIcl
da ••••IfII._..,....--..• 'ld.piftofvalue'M&inl~
pIO\lll.IIII.I.tt • W' IiIIW ,.,.. TIll..,.........dille wort
............. snII7 ndIIaId wart dill .. pllvioally peIfotlDiid by orr bUt
DOW WII caasolk'·wI 11 ASL

Is"'~""1cIaioft i...a (lIT) _1DInIIl pnMcIas (ASn
of.~_?- ca_'-'I ill; Il'il'Ii_"aau,.. DO cases
of,..... CMIIIpof..w:a fOUIId.

•

"'0

II dIlIrem'. 71 tl....'sI_ ill '.,.....,....of......? - Tbe
ema to ..... n fir _ .., AIl_lITill...,..dII-.l for services
VIriId"ri'" W. 1"* ,.-. 1'IIiI ill••Mia 11M bleD_al,.. I ',•••••a,tiI ...' ....w.riadil ....
FutdIInI ,....,1V·1 ......., I'•.•,__liltat InIalicy ill
=--.11 " " 1 pIWViIiaa 01AlI IIT.

e· DD FI Hi ~t PftIm'sl-_._ .,....~

t• .,- 1M c.,,,'wet. iII\t II i••· ...,. farudl work
pa•••_l1li1••' d..... Mi'"••111 CIIIIII*Id IPoaIIly &0

n'I...."" IlL .,ni&:ally dII COMUIa.t CCIlIC..... dIIlllticq.ad benefits at

~"J..td ...... blDlfiu.

'The value tesUq 11ft. " ••e...,.dIIcribed ill dIiI .... is ;I? I," CD .,pilmal and
staDC1aniizc the COIlIUltat·S prat.s,ioIIIl U ....C8 aDd judi. • ill cOM"c:!inl die saady. It 1S

nex izueDded aDd bII DOC bIal UIId u a subsUtuII (or dill upIfiIIICe .. judI'""" Ramer. the
foUowial *lprn_. till.,.,.. procldun used 10 ...__• dII ....~·s fmdil'lIS.
aAd cODCilety ... cbI n._ far'" die -.alesof."""-of pItIiculIr expense
itemS. while teDdefiIll cbe compansoas of results amoDl afft1iaIes clal'lr aDd easier to
underswsd.. .,

, '!l!'l



[~ a:::Jl"dance .......ull.va.tuc and cost teStIng proce:ll.:res oreVIOUSI\ desc~bed. the conSult.1l1i
JO=l::: :ne samphng te:::nnlque pre~c=-:oea In (ne A1CPA s puoilsnec gUlae for audH Sa.mplIn~

:ne prooaorLI('\' propof'flo1t4i 10 sz:t Incthoc1. The proc:ec:un: en30ies tne consultant to detemune
In o\"e~J expense allowance rauo based on the resulu of samphnllndlvldual Items. The
conSUltUlt C:~ then appty UUS expensc allowance ratio to the tOW expenses c:lalmed b\' the
J-ffihate to aeternune the tow allowable expense for uw affuiale. .

The consultant's appl'OlCtl iDCorpotIIId widWl die slftaClsbeelawlia severat.typa of testS to
the value ud cost of ....ices for III:b of die expeue 1l8mS III cbI sample. If any of these testS
fail. pan or all ofu. .mu-·s ....... icaa is aiAliowM. Eacb _ provicIa III evU\Wlon -
In terms of val COlIS. or compII'iJoD of VII.- ..COI1I - of die .mce or praclucllhal
,cnenred me e it8IL AIdII" of--•• __jaw. value cbIl emerps from the
sequace of r.- is "r.d • dlellloW'" co& 'I'M ......COlt rIIios are cbIIl roU.ti up
co me expeme a11owaDr:a I'IIio IbI& is applied to me lOCIJ apaa. ofa pIftic:u1Ir atfWare.

W C~In""

Aaa ,..,r.lITs_flI vi..I ...•...........n-·sCOSlistba
NiIIM ,..,. I'".., is;'.wile..II. till..fIllITs iDda •
to a si ,...4i' Ia die CtM JIWrl_hr'. _ ..,. is applied to dII -
amJi.'SCOll isDOdac"..I..of..........,...... ftlduc:UOD. ,.

c......Sldmn'l

AD iDcaIive DOIId ill .. ftIIII' 'I" IiIII I ..._ lie lIP.' •• ' r is cr.-1iimmiII1
the wort force of tbe opIQIial COIap., '"•• bIIIIIf01111I pill of Lbe company.
This pnctice may an. ........die ..... iD ....................... busLnCSS,
sudlu..~.. e:- A ' 'III .i•• ofllidaPldlll"J..JI,.oId1erqulared
operuiIll c..,.ay••11. ill , I"S.t' ._ n...., I _"....1oyIa ,aiD
vaiuableJcDow Id rialwl" 11Ir.---laIowledp
aDd skills wtUcIllIIIIra till '11"' .. _,.1 t I'd... TIrIII ' , Ie ~
exptftSe. is dlaa......... _1.I.C ...lul till , ab" .
eXperieBCeCle~."'iaI.""lr, 11,_-. ". - ••.., re,1ace
thac empaoy. ........_ 11I11III...I' 1101nd "'1 skiUs
ttuoupWOlt." dl SS_...... ",.,1_1 S_" IJUI aftUialeare
moreproduc:liw « .UI9,d.... sH .Is , ..,sbo,.,1ft1
rJw some IIPI..WIlt .,ial" 11 MC••• ,....b'.IF ..at ntifty. III sucb a
cue, however. die II _livia, is a t.aiaa of.... II'. Ii 1I oul
practices. atId wauIcI ia • 0111II 3a:':" .illllIioIL be~ .. dII • ..-s' .....
1'heftforc. 111 _ of~.i............ i· liT
alId ics afftliaIes dIa is DOC j '" iii'"COllI ofJ1WII.

Incentives for nidi.. till call"'" wert r.. aile ia .........._ wheft
rqu1aledand b••ilu·.panndby........slIIIily.ltis_-*"0Ience.
buc ramer load business pnccic:I-.frQal1bl pers,scUve of_ .1I.bll••1I 01_~any 
that lew to this prcuc:e. A major cut ill the audit of afflliaIe relalioU. daINtcft. should be to.,



:"Xr'.:.::.: _

ensure that tl.'1~,; practices do not OCcur. or to d!sallo ....· tne adde::: ratepayer COSts \oI;'nen tne\ .::
occu:

Value Talinl Spreadsheet Analysis

The (olloWI"' text sketches a sequence of steps used to determine .....hether ASI's services
provided to IBT are appropnare in terms of vlJue ana COSL The rU'St three tesu. Steps 1

through 3. requite yes or no answers. The c:onsulW'lt'Qes directly to the cilwloVo·ance stage tf
Ute Item fails anyone of these sreps.

Stel' I ee-miBe .....~ is aUOCIbIe to repialed business under Pan 64 of CFR
(Code ofFedIraIItepWioas). fl so.... I ill cal.... 1.

Seep 2 o.r..a. ...... till~..cu_'"rily pR7VidId to si.tar te!cos. That IS.
is tbI~_ udal? Ifso... I ill CIII 1.

Seep 3 0 isJWtt:nMiIi ".,....of,c,,"", bil-.a dIaM
pce'idid ' e.,1IT 1IId... pro\'iMd by i1s aftjUIr.ts. ltdllre is
DO funt:a0lll1 dapliclli-... l ill ~., 3.

-Ittbeabowe*- lIr IlfIIIJ..(1III n "f 1.........by_ C2.lIlcaarUl
acta tat). die...., I .. is,.-. IIIcJ 11" eo 1JrT. rt., _ 01*_is tIiIId (me -
aumber 1 is ..__ by ,. aD _). die taIIl*m ex.,._ is cIisallowed.

Tbe IpplUiidlIO .... -i.IoIIowiIII J Iljee of till &II.._ cawi. oftllliDl for
smdits dill baw bIa CIIJiId _ YIIIII of "._ faDs UDder the
"pnJtlece-~... If _ 8O., IIIIIIIiIh --/or'".rvic6
(Seep 4.). ordie.....,., .,,.,,...~ (!lip 5). till..of.~ice is SIC to the
c:osc of pro¥ictialdie., lIT......."'lilll

The use 01estim'''' lIT....a*'-It value is _ far nro __ Fine. IIIOSI of
tbe services cnafImId. Am ' bc.,... All ia 1110 _ fanDllty
provided by lIT._. II. SII .. de'" a dS.II , ..,... provider of the
serYices. n. ,. fII , , I _ prli ,_dill .aoomia ate

acbieYecL ".. _~'i '1 1i11e1III"&'-
reorpaizIdI& AIII. _ bIIIl aay enll dill ........ saviap IfrIr the fact.
Conversely.... II eWt19n, bIIId oe..bi.aarieI of nasfemdempl~tballabor cosu
ate hi'-.~Corpar-.IIId ASt m. II~.

Scep4

,
, ~

a illlO..... dill far...m~..... billa
1*'f0l'lDlCL .........., '13 caDdum ." a ,.,<_.d"-). Such
smdiel ..w..s~ of". ina ill ....,eurciIId. bIIIIIf0(
,..,.,... Ira..., IIWCiDI • ..s,.11II._....ca...... by I

dIiId PIftY (Mi., lIT aIlI.)... I iaull,F ~ II• .., aaertsnl
die DIed for die ~ica ~ by lIT or......-r I in column
41. Ifno study~~ perfOl'mlCL the aIJowIb1e .I~•• trill be cbe liT COlt


